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Gallup Survey Highlights VolP Potential

What Does the Consumer Want?

• Introducing the Gallup Survey on Consumer VoIP
With cable and independent VolP providers gearing up to launch service
throughout the United States, we conducted a proprietary survey with the Gallup
Organization to gauge consumer acceptance and eventual adoption ofVolP.

• Positive Initial Response to VoIP
Roughly 34% of respondents that do not have VolP would switch from their
existing landline service to VolP for cost savings. Respondents appear more
willing to sacrifice quality than reliability.

• Branding is Less Important than Expected
A surprisingly high 74% ofrespondents had no preference regarding purchasing a
bundle of voice, video and data from either their cable or local exchange carriers.

• Readthrough for the VoIP Market
Without a clear preference for cable or carrier provided voice service, both sides
still need to win the hearts and minds of the customers, suggesting competition
will be fierce and costly. The high number of respondents that would take a
competing service for a modest price reduction was encouraging to cable
providers. As were results that suggested wireless is not a significant consideration
in the wireline purchase decision.
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ANALYST CERTIFICATION AND REQUIRED DISCLOSURES BEGIN ON PAGE 10
UBS does and seeks to do business with companies covered in its research reports. As a result, investors should be
have a conflict of interest that could affect the objectivity of this report. Investors should consider this report as only a
their investment decision.
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Proprietary Gallup Survey on VolP Demand

Broadband competition between telcos and cable operators has intensified and
should further increase as both sides push ahead with triple play efforts (voice,

video, and data). Last year, the telcos' efforts to spur demand through lower
pricing and expanded DSL footprints were successful as DSL closed the market
share gap with cable modem. While we expect this to continue to narrow in
2004, we believe the real focus of the broadband debate will shift toward the
overall bundle of services. The Bells are starting to roll-out video offerings
based on their satellite relationships, while the cable operators continue to
deploy IP-based telephony service in new markets. Both groups are encroaching
on the cash cow businesses of the other, which likely means further consumer
benefits are on the horizon.

To combat pricing pressures, operators are rolling out tiered broadband speeds
up to 3 mbps for high-end users. We note that all major cable companies,
including Comcast, Cox, Cablevision, and Time Warner Cable are already
offering broadband speed of 3 MB/s in all of their markets. Operators are also
introducing premium content and other services, such as Verizon's plan to
introduce tiered storage capabilities for $5-$20 per month and the recent content
agreement between Major League Baseball and Comcast, Charter, and Cox.

Consumer telephony is also witnessing the emergence of independent broadband
telephony providers, similar to Yahoo! BB, which we previewed in our report in
September 2003 (Please see "Sayonara to Voice" 9/11/03). Vonage was first on
the seen and now has over 100,000 customers. AT&T recently launched Call
Vantage, its broadband telephony product, and Level 3 announced the
development of a wholesale consumer VoIP service that it expects to market
through ISPs and other resellers, similar to its business VoIP product. Qwest is
providing the service on a trial basis in Minnesota in conjunction with its DSL
service and we expect a broader launch by Verizon within the next month. As a
result, the 20% of households with broadband connectivity now have a number
of choices from whom to purchase telephony. Within the next two years, we
believe consumers in most major markets will be able to choose from at least a
half a dozen providers. Barriers to entry in this business have clearly fallen.

With that, we recently completed a proprietary survey in conjunction with the
Gallup Organization to gauge consumer acceptance and eventual adoption of the
new consumer telephony services. In all, we surveyed 803 individuals from a
number of age groups and regions. We specifically inquired about the following:

• Current penetrations of the sample for broadband, Internet, and VoIP.

• The preference of provider - cable or telecom - for bundled services.

• Consumer interest in VoIP and the balance between quality/reliability and
cost.

• The importance of receiving wireless from your existing landline provider.
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Key Survey Findings

• Strong Appetite for Telephony Alternatives: 34% of respondents without
broadband telephony indicated that they will are likely to switch to

broadband telephony for discounts of20% or more;

• Quality Less Important than Reliability: More respondents that suggested
they would very likely switch to broadband telephony for 20%+ discounts if
the quality were like wireless than if the service were to temporarily disrupt.
We view this as a positive for the cable and Bell operators that plan to
introduce primary line VoIP;

• Provider of the Bundle Doesn't Matter: 74% of respondents had no
preference over receiving a bundle of voice, video, and data from either the
cable or telephone company;

• Wireless Not a Strong Factor: Over 50% of respondents did not prefer to
get wireless service from the same company that provides wireline service.

Gauging the Interest in VolP

We asked the respondents whether they would switch from their eXlstmg
landline service to broadband telephony for 20%, 35%, and 50% cost savings,
and on average, 34% of the group said "yes". Surprisingly, there was not much
of a change in respondent decisions based on increasing the cost savings from
20% (33% would switch) to 50% (37% would switch). We anticipate that this
could be related to the 60% of respondents that do not subscribe to broadband
and may not know whether they will in the future.

We believe this is a fair representation of customers that would consider leaving
their local exchange provider for a broadband telephony provider over time.
This appears to line up with early indications gleaned from Time Warner Cable,
which has sold broadband telephony service to 9% of its video subscribers (23%
of its cable modem base) in Portland, Maine in the first 8 months of service
availability. Assuming 65% cable penetration of households in the market, this
represents 6% of total households. It remains unclear what percentage of new
Time Warner Cable telephony subscribers cut the cord on their landline phone.

Voice Quality Versus Reliability

We next tried to assess the relative importance of quality versus reliability of the
service. This is an important issue because consumers are accustomed clear
communication and the 99.999% reliability that is associated with a landline
phone. We believe the acceptance of wireless communications in the mass
market has re-conditioned customers to some degree and that many are now

willing to accept different levels of sound quality and service reliability. We
asked the same respondents in the prior question if they would consider
switching to broadband telephony for 20%, 35%, and 50% discounts if:
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(I) voice quality was more like wireless than a regular landline; and

(2) service occasionally disrupts, although working most of the time.

The answers suggest that the respondents are more willing to sacrifice voice
quality than reliability. Roughly 59% of the respondents said they would accept

lower voice quality whereas 41 % would accept lower reliability (See Chart 6).

This requires VoIP providers to focus intently on the reliability of the service.
Based on our own trials of Vonage, the service does occasionally drop. That
said, we find it to be a good alternative to traditional wireline service a vast
majority of the time. Our use of wireless service also provides us with "network

diversity," giving us additional comfort with the service and lowering our need
for 99.999% wireline reliability. We believe AT&T will have similar or slightly
improved reliability as Vonage based on its ability to manage traffic across its

network.

From a cable provider perspective, we expect the reliability issue to be largely
overcome by a focus on primary line replacement and a move away from second
line (ala Cablevision) service. We note that Cox and Time Warner's strategy to
use the inside wiring and existing phone jacks of the home actually improves the

functionality of the VoIP service. Given that Cox's VoIP offering is aLEC
replacement service with high reliability and a lifeline service, the company's
VoIP service is leading in targeting primary line users.

Chart 1: Respondents Likely to Switch to VolP if Lower Quality and Reliability
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Source: UBS; based on respondents that indicated 'very likely" to switching to broadband Internet

Does the Provider of the Bundle Matter?

The answer to this question from this sample is clearly no. Roughly 74% of

respondents indicated that they have no preference whether the provider of the

voice, video, and data bundle is the cable operators or telecom operator. This
question was meant to assess whether consumers possess a natural bias toward
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one provider or another. Nineteen percent did lean to the telecom side, but we

do not see this as a clear bias given the overwhelming majority of respondents
that indicated no preference.

Chart 2: Cable versus Telco - Customer Preference for Three Product Bundle

74%

Source: UBS

• Strong: Phone 12 11III Moderate: Phone 7
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Strong: Cable 2

Don't know 2

The read-through from this answer is that consumers are primarily interested in
value - the best service offering based on price, quality, reliability, and customer
service. In our view, the provider that is first to market with the three-product
bundle will benefit from lower acquisition costs and customer loyalty as
customers are less likely to move when they purchase these services from a
single provider. At this point, we believe cable companies have a superior
platform to deliver the triple-play. In contrast, the Bell-satellite partnerships do
not provide a seamless network or product offering. However, this arrangement
does give them first mover advantage in a number of markets where cable
telephony is not available.

How Important is Bundled Wireless?

Similar to the prior question, we asked respondents whether they prefer if their
provider of wireless service is the same as their provider of landline service.
Fifty-three percent of the respondents indicated no preference while only 22%
indicated they strongly prefer the same company. We believe this is an
indication of the relative competitiveness of the wireless business and the ability
of consumers to choose among several wireless providers. Longer-term we
expect these responses will shift in the direction of a same-source provider as
the Bells look to tie the two products together by creating value for customers
that purchase a bundle. At this point, however, we do not believe consumers
realize this value.
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A Look at the Survey Population

The survey population was split 61 % male and 39% female, with a fairly
balanced population range.

Chart 3: Survey Population by Gender
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Chart 4: Survey Population by Age
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One question we explored was meant to simply gain an understanding of the
services used by the survey population. It is clear that this population represents
a more technologically oriented group as wireless penetration of 73% and
broadband penetration of 40% exceed national averages by a wide margin.
Similarly, dial-up penetration of only 51 % lags the national average, which we
estimate is 65%.

Chart 5: Feature Penetration Rate of Survey Respondents
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There were no real surprises in the penetration rates of services or other
responses based on age. As expected, the 18-36 and 40-49 populations had the

highest penetration rate of wireless and broadband.
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Chart 6: Survey Penetration Rates by Age
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Chart 7: Internet Penetration of Survey Sample
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Current VolP Penetration Much Higher than Expected

One of the more interesting data points about the respondents is the relatively
high penetration of broadband users that have VoIP. Twenty-two percent of total
broadband users, or about 9% of the total population, subscribe to Internet
telephony. This is much higher than we expected, but again, we see this sample
as more of an early adopter group than something representative of the national
average. Today there are only a couple hundred thousand residential users of
VoIP at best, with Vonage being the largest provider.

That said, we expect this figure to change dramatically during 2004 due to
AT&T's recent introduction of its CallVantage™ service, service introductions
by the Bells, growth by VolP pureplays such as Vonage and Packet 8, and the
ramp-up of cable VoIP. AT&T expects to add 1M consumer VoIP subscribers
by the end of 2005. Cablevision launched VoIP to its entire footprint in 4Q03
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and ended the month of December averaging 2.5K net additions per week. We

expect its VoIP penetration of video and data subscribers to grow to 6.5% and
15.3%, respectively, by the end of 2004. We expect similar results from the
VoIP plans of Cox, Time Warner, and Comcast. In our view, cable will be a
significant beneficiary of the positive initial response to VoIP. We estimate
cable telephony subscribers (including VoIP and circuit-switched offerings) will
reach 11.1 million at the end of201O.

Chart 8: Cable Telephony Subscribers (2003E-2010E)-in millions

2003E 2004E 2005E 2006E 2007E 2008E 2009E 2010E

Source: Company reports and UBS estimates
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Figure 1: UBS Gallup Survey - Respondents' VolP Decision Tree
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• Statement of Risk

Risks include management's ability to execute, increasing competition, adverse
changes in regulation, technological substitution, a high degree of operating and
fmancialleverage and the effects of the weak economy.
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• Analyst Certification

Each research analyst primarily responsible for the content of this research
report, in whole or in part, certifies that with respect to each security or issuer

that the analyst covered in this report: (1) all of the views expressed accurately
reflect his or her personal views about those securities or issuers; and (2) no part

of his or her compensation was, is, or will be, directly or indirectly, related to
the specific recommendations or views expressed by that research analyst in the

research report.
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Required Disclosures

This report has been prepared by UBS Securities LLC, an affiliate ofUBS AG (UBS).

Global ratings: Definitions and allocations

UBS rating Definition UBS rating Definition Rating category Coverage IB services~

FSR is > 10% above FSR is > 10% above
Buy 1 the MRA, higher Buy 2 the MRA, lower degree Buy 41 % 36%

degree of predictability of predictability
FSR is between -10% FSR is between -10%

Neutral 1 and 10% of the MRA, Neutral 2 and 10% of the MRA, Hold/Neutral 50% 31 %
higher degree of lower degree of
predictability predictability
FSR is > 10% below FSR is> 10% below

Reduce 1 the MRA, higher Reduce 2 the MRA, lower degree Sell 9% 31%
degree of predictability of predictability

1: Percentage of companies under coverage globally within this rating category.
2: Percentage of companies within this rating category for which investment banking (IB) services were provide~ within the past
12 months.

Source: UBS; as of 31 March 2004.

KEY DEFINITIONS

Forecast Stock Return (FSR) is defined as expected percentage price appreciation plus gross dividend yield ( ver the next 12
months.
Market Return Assumption (MRA) is defined as the one-year local market interest rate plus 5% (an approxirr ation of the
equity risk premium).
Predictability Level The predictability level indicates an analyst's conviction in the FSR. A predictability level 0 '1' means that
the analyst's estimate of FSR is in the middle of a narrower, or smaller, range of possibilities. A predictability Ie el of '2' means
that the analyst's estimate of FSR is in the middle of a broader, or larger, range of possibilities.
Under Review (UR) Stocks may be flagged as UR by the analyst, indicating that the stock's price target and/or rating are
subject to possible change in the near term, usually in response to an event that may affect the investment cas~ or valuation.
Rating/Return Divergence (RRD) This qualifier is automatically appended to the rating when stock price mOVE ment has
caused the prevailing rating to differ from that which would be assigned according to the rating system and will pe removed
when there is no longer a divergence, either through market movement or analyst intervention.

EXCEPTIONS AND SPECIAL CASES

US Closed-End Fund ratings and definitions are: Buy: Higher stability of principal and higher stability of divi ends; Neutral:
Potential loss of principal, stability of dividend; Reduce: High potential for loss of principal and dividend risk.
UK and European Investment Fund ratings and definitions are: Buy: Positive on factors such as structure, Inanagement,
performance record, discount; Neutral: Neutral on factors such as structure, management, performance record, discount;
Reduce: Negative on factors such as structure, management, performance record, discount.
Core Banding Exceptions (CBE): Exceptions to the standard +/-10% bands may be granted by the Investmer t Review
Committee (IRC). Factors considered by the IRC include the stock's volatility and the credit spread of the respe tive company's
debt. As a result, stocks deemed to be very high or low risk may be subject to higher or lower bands as they rel~te to the rating.
When such exceptions apply, they will be identified in the Companies Mentioned table in the relevant research piece.

Companies mentioned

Company Name
AT&T Corp!C.1UD
BellSouth Corp.3a.l0a

Cablevision Systems7

Reuters

T.N
BLS.N
CVC.N

Rating

Reduce 2
Neutral 1 (RRD)

Buy2

Price

US$19.73
US$27.36
US$22.82
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Company Name
Comcast Corporation .JD.1UD.1~

COX Communications10b
EchoStar Comm.1.3c.1oa
Level 3 Comm.1.3C.3b

Qwest Communications3b.10b

Time Warner Inc.
Verizon3c.3b.10b.12

Price(s) as of 6 April 2004. Source: UBS.

Reuters

CMCSA.O

COX.N
DISH.O

LVLT.O
Q.N

VZ.N

Rating Price

Buy2 US$29.81
Buy 2 US$31.70

Not rated US$32.97
Not rated US$4.12
Neutral 2 US$4.26
Not rated
Neutral 1 US$37.62

1. UBS Securities LLC makes a market in the securities and/or ADRs of this company.

3a. UBS AG. its affiliates or subsidiaries has acted as manager/co-manager in the underwriting or placemert of securities of
this company or one of its affiliates within the past five years.

3b. UBS AG, its affiliates or subsidiaries has acted as manager/co-manager in the underwriting or placemert of securities of
this company or one of its affiliates within the past 12 months.

3c. UBS AG, its affiliates or subsidiaries has acted as manager/co-manager in the underwriting or placemert of securities of
this company or one of its affiliates within the past three years.

7. UBS AG. its affiliates or subsidiaries beneficially owned 1% or more of a class of this company's comme n equity
securities as of last month's end (or the prior month's end if this report is dated less than 10 days after t~e most recent
month's end).

10a. Within the past three years, UBS AG. its affiliates or subsidiaries has received compensation for investrr ent banking
services from this company.

10b. Within the past 12 months, UBS AG, its affiliates or subsidiaries has received compensation for investm nt banking
services from this company.

12. UBS AG, its affiliates or subsidiaries expect to receive or intend to seek compensation for investment banking services
from this company within the next three months.

This report contains a discussion and analysis of both equity and fixed income securities of the named compan . The opinions
or recommendations with respect to an equity security may be different from those for a fixed income security d Je to a number
of factors inclUding, but not limited to, the type of security involved and its characteristics, the nature of the mar et for that
security, the analytical methodology employed for that type of security, the assumptions utilized under the partie ular
methodology and the UBS rating system applicable to that type of security. The disclosures contained or refere ced herein
regarding the definitions and allocations table and the price charts relate to equity securities only.

Unless otherwise indicated, please refer to the Valuation and Risk sections within the body of this report.
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Global Disclaimer
This report was produced by:UBS Securities LLC, an affiliate of UBS AG (UBS).

Head office: UBS Limited, 1 Finsbury Avenue, London, EC2M 2PP, UK Phone: +44-20-75678000

Local office: UBS Securities LLC, 1285 Avenue of the Americas, New York, NY 10019 Phone: +1-212-7132000

This report has been prepared by UBS AG or an affiliate thereof ("UBS"). In certain countries UBS AG is referred to as UBS SA.

This report is for distribution only under such circumstances as may be permitted by applicable law. It has no regard to the specific investment objectives, financial sit ation or particular needs
of any specific recipient. It is published solely for informational purposes and is not to be construed as a solicitation or an offer to buy or sell any securities or related financial instruments. No
representation or warranty, either express or implied. is provided in relation to the accuracy, completeness or reliability of the information contained herein, except 'lh respect to information
concerning vas AG. its subsidiaries and affiliates, nor is it intended to be a complete statement or summary of the securities, markets or developments referred t in the report. The report
should not be regarded by recipients as a substitute for the exercise of their own jUdgement. Any opinions expressed in this report are SUbject to change without n tice and may differ or be
contrary to opinions expressed by other business areas or groups of UBS as a result of using different assumptions and criteria. UBS is under no obligation to u ate or keep current the
information contained herein. UBS, its directors, officers and employees (excluding the US broker-dealer unless specifically disclosed under required disdosures) or ients may have or have
had interests or long or short positions in the securities or other financial instruments referred to herein, and may at any time make purchases and/or sales in them a principal or agent. UBS
(exclUding the US broker-dealer unless specifically disclosed under Required Disdosures) may act or have acted as market-maker in the securities or other financial instruments discussed in
this report. Furthermore, UBS may have or have had a relationship with or may provide or has provided investment banking, capital markets and/or other financi services to the relevant
companies. Employees of UBS may serve or have served as officers or directors of the relevant companies. UBS may rely on information barriers, such as "Chinese ails," to control the flow
of information contained in one or more areas within UBS, into other areas, units, groups or affiliates of UBS.

The securities described herein may not be eligible for sale in all jurisdictions or to certain categories of investors. Options, derivative products and futures are not sui ble for all investors, and
trading in these instruments is considered risky. Past perlonnance is not necessarily indicative of future results. Foreign currency rates of eXchange may adversely affect the value, price or
income of any security or related instrument mentioned in this report. For investment advice. trade execution or other enquiries. dients should contact their local sal 5 representative. Neither
UBS nor any of its affiliates, nor any of UBS' or any of its affiliates, directors, employees or agents accepts any liability for any loss or damage arising out of the us of all or any part of this
report. Additional infonnatlon will be made available upon request.

United Kingdom and rest of Europe: Except as otherwise specified herein. this material is communicated by UBS Limited, a subsidiary of UBS AG, to persons who re market counterparties
or intermediate customers (as detailed in the FSA Rules) and is only available to such persons. The information contained herein does not apply to, and should not relied upon by, private
customers. Switzerland: Distributed by UBS AG to persons \o\"ho are institutional investors only. Italy: Should persons receiving this research in Italy require additio al information or wish to
effect transactions in the relevant securities, they should contact Giubergia UBS SIM SpA, an associate of UBS SA, in Milan. South Africa: UBS Securities uth Africa (Ply) Limited
(incorporating J.D. Anderson & Co.) is a member of the JSE Securities Exchange SA. United Slales: Distributed to US persons by either UBS Securities LLC or b UBS Financial Services
Inc., subsidiaries of UBS AG; or by a group, subsidiary or affiliate of VBS AG that is not registered as a US broker-deaJer (a "non-US affiliate"), to major US institu onal investors only. VBS
Securities LLC or UBS Financial Services Inc. accepts responsibility for the content of a report prepared by another non-US affiliate when distributed to US persons y UBS Securities LLC or
UBS Financial Services Inc. All transactions by a US person in the securities mentioned in this report must be effected through UBS Securities LLC or UBS Finan al Services Inc., and not
through a non-US affiliate. Canada: Distributed by UBS Securities Canada Inc., a subsidiary of UBS AG and a member of the principal Canadian stock exchanges CIPF. A statement of its
financial condition and a list of its directors and senior officers will be provided upon request. Hong Kong: Distributed by UBS Securities Asia Limited. Singapore: Dist 'buted by UBS Securities
Singapore Pte. Ltd. Japan: Distributed by UBS Securities Japan Ltd to institutional investors only. Australia: Distributed by UBS AG (Hoider of Austraiian Finan 'al Services Licence No.
231087) and UBS Securities Australia Ltd (Holder of Australian Financial Services Ucence No. 231098) oniy to "Wholesale" dients as defined by s761G of the Co orations Act 2001. New
Zealand: Distributed by UBS New Zealand Ltd

© 2004 UBS. All rights reserved. This report may not be reproduced or redistributed, in whole or in part, without the written permission of UBS and UBS accepts no I bility whatsoever for the
actions of third parties in this respect.
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